
a global f i k r  network (branded Global Interconnect) to carry real-time video between its various locations in the US, 
London, and Singapore. This network is used to provide full-time program feeds and ad hoc services to clients. 

Consulting Services. Ascent Media provides strategic, technology and business consulting services to thc media 
and eotvtainment industry, leveraging the core strengths and knowledge-base of the company. Key practice mas include: 
digital migration; content delivery strategies, workflow analysis and design; emerging delivery pladorms (such zv 
Internet-protocol television, mobile and broadband); technology assessment; and technology-enabled business strategies. 

AKent Media designs. builds, installs and services advanced technical 
systems for production, management and delivery of rich media content to the worldwide broadcasS cable television, 
broadband, government and telecommumcationr industries. Ascent Media's engineering and systems integration bnsi- 
ness operates out of facilities in New Jersey, California Ronda, and London, and senices global clients including major 
broadcasters, cable and satellite networks. telecommunications providers. wrpra te  television networks, a major 
telecommunicatioos company as well as numerow production and post-pmduction facilities. Services offered include 
program management, enginering desigo, equipment procurement. software inte@ion, mnsmction, installation, 
service and support Axcent Media also designs and con~tmcts satellite earth stations and related facilities. 

Engineering and syslems integration. 

Nerwork Operatiom, Field Service and Call Center. n e  network services group provides field service oper- 
ations ~ 24 hours a day, seven days a week - through an on-statf network of approximately 50 field enginem located 
throughout the United States. Services include preventative and reactive maintenance of satellite earth statioos, satellite 
networks, fiber-based digital transmission fac es, cable and telecommunications stations (also called head ends), and 
other technical facilities for the distribution of videa content. ?he group opemes a call center - 24 hours a day, seven 
days a week ~ out of its Palm Bay, Florida facility, providing outsourced services for technology manufacturing 
companies, networks and telecoms. In addition, the group operates a network operations center, providing outsourced 
services relating io monitoring and management of satellite and terrestrial distribution networks and remote monitoring 
and control of technical facilities. End users for field service, call center and network operation center services include 
major US broadcast and cable networks, telecommunications providers, digital equipment mannfaclmers, and govem- 
ment and corporate operations. 

strategy 

The entertainment services industry has been historically fragmented with numerous providers offering discrete, 
geographically-limited, nan-integrated services. Ascent Media's services, however, span the entirety of the value chain 
from the creation and management of media wntent IO the distribution of media content via multiple transmission paths 
including satellite, fiber and Internet Protocol-based networks. Ascent Mcdiabebeves the breadth and range of its services 
uniquely provide it the scale and flexibility necessary to realize significant operating and marketing efficiencies: a global, 
scaleable media services pladorm integmting preparation, management and tansmission services; and common "best 
practices" opaations management across the Ascent Media enterprise. Ascent Media's goal is to be the premier 
end-to-end digital media supply chain services provider lo the media and entertainment industry, creating, managing and 
distributing rich media content across all distribution channels an aglobal basis. Ascent Mediabelieves it can optimize its 
position in the market by pursuing the following strategies: 

Grow digital media management business. Ascent Media intends to increase business with major media and 
entertainment clients by storing, managing and distributing their digital medi4 which are necessary for repurposing for 
file-based network origination and other forms of digital distribution. In this regard, it intends to deploy its digital media 
management system, which is currently deployed in Los Angeles, in the United Kingdom and the East Coast of the U S  

Ascent Media intends to increase the scale of its operations through a combination of 
internal investment in facilities plus external investment in companies and joint ventures. Its goal is to amact additional 
customers in its existing lines of business and expand its business operations geographically. 

Increare rcale of operations. 

. .  
u t s  wre capabilities 

to new business activities, providing wntent management and distribution services based on electronic data files rather 
than physical tapes, participating in emerging high revenue-generating services such as re-formatting content for 
distribution to new platforms, and anracting new customers with unique service needs that are less susceptible to 
competitive threats. 

. .  ~...~ . . ~  

Deploy M inrercorrnected global media network Ascent Media plans to provide clients access to an Internet-based 
network manages and provides solutions for integrated worldlows. 'Ihe network will provide global wnnectivity and 
file transport capabilities, which will make client workflows more efficient and enhance Ascent's internal business 
systems. 

I d  



Oprirnize ihe orgonirniiori In order to reach the strategic goals described abave, Ascent Media streamlined its 
internal organization in 2006. Specifically, Ascent Media re-aligned its ditxisional structure to become more compatible 
with its diversified customer base and the integrated file-based solutions that they seck. 

Seasonality 

The demand for Ascent Media’s core motion picme services, primarily in its creative services group, has historically 
been seasonal, with higher demand in the spring (second heal quarter) and fall (fomth fiscal quarter). and lower demand 
in the winter and summer. Similarly, demand for Ascent Media’s television pugram services, primarily in its creative 
services group, is higher in the fust and fourth q m e r s  and lowest in the summer, or third quarter. Demand for Ascent 
Medii’s commercial services, primarily in its creative services group, are fairly consistent with slightly higher activity in 
the r h i  quarter. However, changes in the timing of the demand for television program services may result in increased 
business for Ascent Media in the summer. In addition, the timing of long-term projects in Ascent Media’s creative srvices 
group and network services group are beginning to offset the quaners in which there has been historically lower demand 
for Ascent Media’s motion picture and television services. Accordingly, Ascent Media expects to exptience less 
dramatic quarterly fhcrualions in its operating performance in the fume. 

DISCOVERY 

Discovery Communications, Inc. is a leading global media and entertainment company. Discovery has grown from 
the 1985 launch in the United States of its core property, fiscovery Channel, to current global operations in over 170 
countries across six continents, with over 1.5 billion total cumulative subscription units. The tern “subscription units” 
means, for each separate network or other programming service that Discovery offers, the number of television 
households that are able lo receive that network or programming service from their cable, satellite or other television 
provider. and the term “cumulative subscription units” refers to the sum of such figures for multiple networks andor 
programming services, including: (1) multiple networks received in the same household, (2) subscription units for joint 
venhl~e networks. (3) subsniption units for branded programming blocks, which are generally provided without charge, 
and (4) households that receive Discovery p”gramming networks from pay-television providers without charge pursnant 
to various pricing plans that include free periods andlor free cmiage. Discovery operales its businesses in three groups: 
Discovery Networks U.S., Discovery Networks International, and Discovery Commerce, Education and Othcr. 

Discovery’s relationships and agreements with the distributors of its channels are critical to its business as they 
provide Discovery’s subscription revenue stream and access to an audience for advertising sales purposes. There has been 
a @eat deal of consolidation among cable and satellite television operators in the United States in recent years, with over 
90% of the pay television households in the counhy now canmlled by the top eight dishibutors. Discovery also ogerates 
in certain overseas markets which have experienced similar indushy consolidation. Industry consolidation has generally 
provided more leverage to the distributors in their relationships with programmers. Accordingly, as its affiliation 
agreements expire, Discovery may not be able to obtain terns in new affiliation agreements that are comparable to terms 
in its existing agreements. 

Discovcry e m s  revenue from global delivery of its programming pursuant to affiliation agreements with cable 
television and direct-to-home satellite operators (which is described as dishibution revenue throughout lh is  report), from 
the sale of advertising on its networks and from prcduct and subscription sales in its commerce and education businesses. 
Distribution revenue includes all components of revenue earned through afIiiiation agreements. Discovery’s affiliation 
agreements typically have terms of 3 to 10 years and provide for payments based on the number of subscrihers that receive 
Discovery’s services. Discovery has grown its global network business by securing as broad a subscriber base as possible 
for each of its channels by entering into affiliation agreements. After oblaining scalable distribution of its networks. 
Discovery invests in programming and marketing in order to build a viewing audience Io support advertising sales. In 
certain Cases, Discovery has made cash payments to distributors in exchange for caniage or has entered into contrachlal 
arrangements that allow the &stributors to show cettain of Discovery’s channels for extended free periods. In the United 

revenue than channel subscriptions. Distribution revenue still accounts for &e majority of the international networks’ 
revenue base, and this is anticipated to be the case for the foreseeable future. As aresult, growing the distribution base for 
existing and newly launched international networks will continue to he the primary focus of the international division. NO 
single customer represented more than loo& of Discovery’s consolidated revenue for the year ended December 3 1,2006. 

Discovery’s principal opcmting cos& consist of programming expense, sales and marketing expense, personnel 
expense and general and administrative expenses. Programming is Discovery’s largest expense. Costs incurred and 
capitaliLed for the direct production of programming content are amoaized over varying periods based on the expected 
realization of revenue from the underlying programs. Licensed programming is amortized over the Contract period based 

1-7 

. .  ** mDre_- 

DHC. I. D.0000736 



on the expected realization ofrevenue. Discovery incurs sales and makeling expense to promote brand recognition and to 
secure quality distribution channels worldwide. 

Discovery produces original programming and acquires content from numerous producers worldwide that is tailored 
to the specific preferences of viewers around the globe. Discovery believes it i s  generally well positioned for continued 
access to a broad range of high-quality programming for both its US. and intemational networks. It has assembled one of 
the largest libraries of non-fiction programming and fwtage in the world, due both to the aggregate purchasing power of 
its many networks and a policy to own as many rights as possible io the programs aired on its networks. Discovery also has 
long-term relationships with some of the worlds most significant noo-fiction pro- producers, including the British 
Broadcasting Corporation. which we refer to as the BBC. Discovery believes the h a d  international appeal of its content 
combined with its ability to utilize its programming library on a global basis is one of its competitive advantages. 
Discovery is also developing programming applications designed to position the company to lake advantage of emerging 
distribution technologies including video-an-demand. Pilelivered programming and mobile. 

Discovery's other properties consist of Discovery.com and over 100 retail outlets that offer technology, kids, 
lifestyle. health, science and education onented products. as well as products related to other programming offered by 
Discovery. Additionally. Discovery's newest division, Discovery Education, distributes digital-based educational prod- 
ucts to schmls and consumem plimarily in the United States. 

Discovery is a leader in offering solutions to advertisers that allow them to reach a broad range of audience 
demographics in the face of increasing fragmentation of audience share. The overall industry is facing several issues with 
regard to its advertising revenue, including (1) audience fragmentation caused by the pralifcXion of d e r  television 
networks, video-on-demand offerings from cable and satellite companies and broadband content offerings; (2) the 
deployment of digital video recording devices (DVRs). allowing consumers to time shift programming and skip or fast- 
forward through adverlisements; and (3) consolidation within the advertising industry. shifting more leverage to the 
bigger agencies and buying groups. 

Discovery Networks U.S. 

Discovery networks U.S. currently operates 12 channels and provides distribution and advmising sales services for 
BBC America and dismbutioo services for BBC World News. The division's channels include the Discovery Channel, 
n,C,  Animal Planet, Travel Channel, Discovery Health Channel Fit 'Wand the following emerging digital tier networks: 
The Science Channel, Discovery Kids, The MiMay Channel, Discovery Home, Discovery T i e s  and Discovery HD 
Theater, which we refer to collectively as the emerging networks. AU of these channels are wholly owned by Discovery 
other than Animal Planet, in which Discovery has an SO% ownership interesL Cox Communications, AdvancdNewhouse 
and a subsidiary of Discovery Holding Company, combined, own the remaining 20% interest in Animal Planet. Discovery 
networks U S .  also operates web sites related to its channel businesses and various other new media businesses. including 
a video-on-demand offering dishbuted by various cable opermors. 

Discovery Networks International 

Discovery networks international, or the international networks, manages a portfolio of channels. led by Discovery 
Channel and Animal Planet, that are distributed in virtually every pay-Ielcvision markct in the world via an infrastructure 
that includes major operational centers in London, Singapore, New Delhi and Miami. Discovery networks international 
currently operates over 100 separate feeds in 35 languages with channel feeds customized according to language needs 
and advertising sales opportunities. Most of the division's channels are wholly owned by Discovery with the exception of 
( I )  the international Animal P h e t  channels. which are generally SO-50 joint venmres with the BBC, (2) People + Arrs ,  
which operates in Latin America and Iklia as a 50-50 joint venture with the BBC and (3) several channels in Japan and 
Canadq which operate as joint VenNreS with strategically important local partners. As with the U.S. networks division, 
the international networks division operates web sites and other new media businesses. 

__ ~~ 

Discovery Commerce, Education & 6 t l i e T  ~ ~~~ 

'This group includes Discovery commerce, u,hicb operates a chain of retail stores in the Uniled Stales that offer 
technology, kids, lifestyle. health, science and education-oriented products, as well as products specifically related to 
programming 00 Discovery's networks. This division also operates a catalog and elecmonic commerce business selling 
products similar lo h a t  sold in the Discovery Channel Stores, as well as a business that licenses Discovery trademarks and 
inlellecNal property to third part~es for the purpose of creating and selling retail merchandise. 

This group also includes Discovery education. In 2 W ,  the company expanded beyond its traditional education 
businesses of auing educational progwmming on its networks and selling hard copies of such programs to schools and 
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began streaming cducatlonal video matnial into schwls via the h t m e t .  Discovery education now operates United- 
srreoming. PowwMedia-Plu and Cosmeo, some of the leading educational brwdband sueaming services in the United 
States. These services eam reveuue rhrough subscription fees paid by schools. school districts and consumers which use 
the services. 

Discovery Stockholders’ Agreement 

A s u b s i d m  of OUTS. together with a subsidiary of Cox Communications, which we refer to as Cox Communications, 
and AdvanceJNewhouse Programming Pannership, which we refer to as AdvanccNewhouse, and John Hendricks, the 
founder and Chairman of Discovery, are panies to a Stockholders’ Agreement. We own 5 W ,  a d  Cox Communications 
and AdvanceJNewhouse each own 25%, of Discovery. MI. Hendricks is the record bolder of one share of capital stock of 
Discovery; however, Mr. Hendricks cannot transfer &is s h e ,  the share is subject to an irrevocable proxy in favor of 
Advancemewhouse and the share is subjecl to a call arrangement pursuant to which AdvanceJNewhouse can purchase the 
share. Accordingly, we treat such share as being owned by AdvanccNewbow for purposes of Advancemewhouse’s 
percentage ownership of Discovery as descriW in this Annual Report As a “close corporation” under Delaware law, the 
stockholders manage the business of Discovery, rather than a board of directors. ?he Stockholders’ A p m e n l  provides 
that a number of decisions affecting Discovery, such as. among other things, a decision to effect a fundamental change in 
its business, a merger or other business combination, issuance of Discovery’s equity securities, approval of transartions 
between Discovery, on the one hand, and any of its stockholdas, on the other hand, and adoption of Discovery’s annual 
business plan, must be approved by tbe holders of 60% of its outstanding capital stock. h addition, other maners, such as 
the declaration and payment of dividends on its capital stock, require the approval of the holders of a majority of 
Discovery’s outstanding capiIal stock. 

Because we own 508,  Cox Communications owns 25% and AdvancdNewhouse owns 25% of the stock of 
Discovery, any one of us may block Discovery from taking any action that requires 80% approval. Io addition, because 
Cox Communications and Advancemewhouse, on the one hand, and our company, on the other, each owns 50% of the 
outstanding stock of Discovery, there is the possibility that the stockholders could deadlock over various other mauers. 
which require the approval of the holders of a majority of its capital stock. To reduce the possibility that this could occur. 
the stockholden have given John Hendricks, the founder and Chairman of Discovery, the right (but not the obligatiao), 
subject to certain limimtions, IO cast a vote to break a deadlock on cemin matters requiring a majority vole for approval. 

Tbhe Stockholders’ Agreement also restdcts, subject to cerIain exceptions, the ability of a stockholder to transfer its 
shares io Discovery to a third party. Any such proposed transfer is subject to a pro rata right of f m t  refusal in favor of the 
other stockholders. If all of the offered shares are no1 purchased by the other stockholders, then the selling stockholder 
may sell all of the offered shares to the third pany that originally offered to purchase such shares at the same price and on 
the m e  terms, provided that such thjrd party agrees to be bound by the restrictions contained in the Stockholders’ 
Agreement. In addition, in the event that either Cox Communications or AdvancdNewhouse proposes to transfer sharer. 
Cox Communications or AdvanceINewbouse, whichever is no( proposing to transfer, would have a preemptive right Io 
buy the other’s shares. and if it does not elect to purchase all such shares, then the remaining shares would be subject to the 
pro rata right of fmt refusal desnibed above. 

Tbe Stockholders’ Agreement also prohibits Cox Communications. AdvanceJNewhouse and OUI company bin 
starting, or acquiring a majority of the voting power of, a basic programming service canid in the United States that 
consists primarily of documentary, science and nature programming. subject to certain exceptions. 

In connection with the spin off, Liberty contributed to us 100% of an entity that owns a 10% interest in the Animal 
Planet limited partnership. Our partners in this eotity include Discovery, Cox Communications and AdvanceiNewhouse. 
?he Stockholders’ Agreement prohibits us from selling, transfemng or othenvise disposing of either of the subsidiaries 
that hold the Discovery interest or Aniial Planet interah respectively. unless, after such transaction, such subsidiaries are 
controlled by the -e person or entity. 

.. Tkhe fomgoing summary of the Discovery Stockholders’ Agreement is qualitled by reference to the full text of the 
agreement and amendments. 

Regulatory Matters 

A r e n t  Media 

Some of Ascent Media’s suhsidiay companies hold licenses and authorizations from the Federal Communications 
Commission, or FCC. nquired for the conduct of the i~  businesses, including earth station and various classes of wireless 
licenses and an authorization to provide cerlain senices pursuant to Section 214 of the Communications Act. Most of the 
FCC licenses held by such subsidiaries are for franfmit/receive e m h  stations, which cannot be operated without 
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individual licenses. ?he licenses for these stations are granted for a period of fifeen years and, while the FCC generally 
renews licenses for satellite earth stations, there can be no ass-ce that these licenses will be renewed at their expiration 
dates. Registration with the FCC. rather than licensing, is required for receiving transmissions from domestic satellites 
from points within the United States. Ascent Medii relies on &id party licenses or authorizations when it and its 
subsidiaries transmit domestic satellite traffc through earth stations operated by third panies. The FCC establishes 
technical standards for satellite transmission equipmenl that change from time to time and requires coordinaIiou of earth 
stations with land-based microwave systems at certain Gquencies to assue Don-interference. Transmission equipment 
must also be installed and operated in a manner that avoids exposing humans to harmful levels of radic&equency 
radiation. The placement of earth stations or other antennae also is t y # d y  subject to regulation under local zoning 
ordinances. 

Discovery 

In the United States, the FCC regulates the providers of satellite communications services and f a d l i e s  for the 
transmission of programming services. the cable television systems that cany such services and, to some extent, the 
availability of the programming services themselves through its regulation of program licensing. Cable television sysrems 
in the United States are also regulated by municipalities or other slate and local government authorities and are currently 
subject to federal rate regulation on the provision of basic service. Continued rate regulation or other franchise conditions 
could place downward pressue on the fees cable television companies are willing or able to pay for tbe Discovev 
nelworks. Regulatory carriage requirements alw could adversely affect the number of channels available to - the 
Discovery networks. 

The Cable Television Consumer Protection and Competition Act of 1992 (the 1992 Cahle Act) directed the FCC to 
promulgate regulations regarding the sale and acquisition of cable programming between multi-channel video pro- 
gramming distributors (including cable operators) and satellitedelivered programming services in which a cable operator 
bas an attributable interest. Because cable operators have an attributable interest in Discovery, the Discovery networks are 
suhject IO these rules. Thc legislation and the implemeoting regulations adopted by the FCC preclude v h a l l y  all 
exclusive programming conIracls between cable operators and satellite programmen affdiited with any cable opaator 
and the 1992 Cable Act requires that such affiliated programmers make their programming services available to cable 
operators and competing multi-channel video programming disnibulm OD t e r n  and conditions that do not unfairly 
discriminate among disuibutors. As a result, Discovery has not been, and will not be, able to enter into exclusive 
distribution agreements, which could provide more favorable terms than nonexclusive agreements. The contraft 
exclusivity resniictions will sunset in 2007, unless extended by the FCC. The FCC is expected to initiate a preceding 
IO consider the extension of the contract exclusivity N I ~ S  early in 2007. 

The 1992 Cable Act required the FCC. among other things, to prescribe rules and regulations establishing reasonable 
limits on the number of channels on a cable system that will be allowed to carry programming in which the owner of such 
cable system has an atuibutable interest. In 1993, the FCC adopted such channel carriage limits. However, in 2001, the 
IJnited States Court of Appeals for the Disuict of Columbia Circuit found that the FCC had failed to adequately justify the 
channel carriage limit, vacated theFCCs decision and remanded therule to the FCC for furlher consideration. Inresponse 
to the Court's decision. the FCC issued a M b e r  notice of proposed rulemaking in 2001 to consider channel carriage 
limitations. The FCC issued a Second Further Notice of Proposed Rulemaking on May 17,2005, requesting comment on 
rhese issues. If such channel carriage limitations are implemented, the ability of Cox Communications and A d v a n d  
Newhouse to cany the full range of Discovery's networks could be limited. 

The 1992 Cable Act granted broadcasters a choice of must carry rights or retransmission consent rights. %e rules 
adopted by the FCC generally provided for mandatory carriage by cable systems of all local full-power commercial 
television broadcast signals selecting must carry rights and, depending on a cable system's channel capacily, non- 
commercial television broadcast signals. Such staIutorily mandated carriage of broadcast stations coupled with the 
mavisions of he Cable Communications Policy Act of 1984. which require cable television systems with 36 or more 
"activated" c l  permit 
franchise authorities to require the cable operator to provide channel capacity, equipmenl and fac 
educational and government access channels, could adversely affect the Discovery networks by limiting their carriage of 
such services in cable systems with limited chamel capacity. In 2001, the FCC adopted rules relating lo the cable carriage 
of digital television signals. Among other things, the rules clarify that a digital-only television station can assell a right to 
analog or digital Camage on a cable system. The FCC initiated a further p d n g  to determine rvhether television 
stations may assen rights to carriage of both analog and digital signals during the transition IO digital television and to 
carriage of all digital signals ("multicast must carry'). On Februaq IO, 2005, theFCC denied mandatory dual carriage of 
a television station's analog and digital signals during &e digilal television mnsition and mandatory carriage of all digital 
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signals. other than its ‘‘primary’’ signal. Television station owners have petitioned the FCC to reconsider its decision and 
are seeking legislative change. Those petitions are sull pending. I n  addition, Congress may address this issue. 

In 2004, the FCC‘s Media Bureau conducted a notice of inquiry p r o c d m g  regarding the feasibility of selling video 
programming services “a la carte”, i.e. on an individual or small tier basis. The Media Bureau released a report in 
November 2004, which concluded that a la carte sales of video propamming services would not result in lower video 
programming costs for most consumen and that they would adversely affect video programming networks. On 
February 9, 2006. the Media Bureau released a new report which stated that tbe 2004 report was flawed and which 
concluded that a la carte sales could be in the best intersts of consumers. Although the FCC likely cannot mandate a la 
carte sales, its endorsement of the concept could encourage Congress to consider proposals to mandate a la carte sales or 
otherwise seek to imwse greater regulatory conlmls on how a la c* programming is sold. me programming companies 
that distribute these services in tiers or packages of programming services could experience decreased distribution i f a  la 
carte carriage were mandated 

In general authorization from the FCC must be obtained for the conshuction and operation of a communications 
satellite. Satellite orbital slots a x  fmite in number. thus limiting the number of carriers that can provide satellite 
transponders and the number of transponders available fM transmission of programming services. At present, however. 
thnr are numerous competing satellite service providers that make mnsponders available f~ video services to the cable 
induslry. The FCC also regulates the earth stations uplinking to andlor downlinking from such salellites. 

The regulation ofprogramming services is subject lo the political process and has baeo in mnstanl flux overthepast 
decade. Further material changes in the law and regulatory requirements must be anticipated and there can be no 
assurance that our business will not be adversely affected by future legislation, mew regulation or deregulation. 

International Regulatory Matters 

Video distribution and content businesses are regulated in each of the counnies in which we operate. The scope of 
regulation varies from country to counlry, although in some significantrespectsregulation in WestemEuropean markcts is 
harmonized under lhe regulatory sbxclure of the European Union, which we refer to as the EU. Adverse regulatory 
developments could subject our businesses to a number of risks. Regulations could limit growth, revenue and the number 
and types of services offered. In addition, regulation may restrict our operations and subject them to further competitive 
pressure. including restrictions imposed on foreign programming distributors that could limit the content they may carry 
in ways that affect us adversely. Failure to comply with current or future regulation of OUT businesses could expose our 
businesses to various penalties. 

Competition 

The creative media services industry is highly competitive, with much of the competition centered in Los Angeles, 
California, the largest and most competitive market, particularly f~ domestic television and feature film prcduction as 
well as for the management of content libraries. We expect that competition will increase as a result of industry 
consolidation and all i ices.  as well as from the emergence of new competitors. In particular, major motion picture studios 
such as Paramount Pictures, Sony Pictures Corporation, Twentieth CenNry Fox, Universal Piclures, The Walt Disney 
Company, Melro-Goldwyn-Maya and Warner Brothers. while Ascent Media’s customers, can perform similar services 
in-house with substantially greater fmancial resources than Ascent Media’s, and in some cases significant marketing 
advantages. lhese studios may also outsource their requirements to other independent prnviders like us or to other studios. 
Thomson, a French corporation, is also a major competitor of Ascent Media, particularly under its Technicolor b m d ,  as is 
Kod& through its Laser Pacific division. Ascent Media also actively competes with cenain indusny participants that have 
a unique operating niche or specialty business. There is no assuraoce that Ascent Media will be able to compete effectively 
against these competitors. Ascent Media’s management believes that important competitive factors include the range of 
services offered, reputation for qualily and innovation, pricing and long-term relationships with customers. 

The business of distributing pugramming for cable and satellite television is himly competlhve, boffl LO the United 
States and in foreign countries. Discovery competes with other programmers f~ disnibutioo on a limited number of 
channels. Increasing concentration in the multichannel video distribution industry could adversely affect Discovery by 
reducing the number of distrihufors available to carry Discovery’s networks, subjecting mre of Discovery’s subscriber 
fees to volume discounts and increasing the disnibutors’ bargaining power in negotiating ncw &Xiation agreements. 
Once distribution is obtained, Discoveq”~ programming services compete, in varying degrees, for viewers and advertisers 
with other cable and off-air broadcast television propmming services as well as with other entertainment m e d h  
including home video, pay-per-view services, online activities. movies and other forms of news information and 
entertainment. Discovery also competes, to varying degrees, for creaive talent and programming content. Discovery’s 
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management believes that important competitive factors ioclude the prices charged for pmgramming, the quantity, quality 
and variety of the programming offered and the effectiveness of marketing efforts. 

Employees 

We c m n d y  have no corporate employees. Liberty provides us with certain management and administrative 
services pursuant to a services agreemen& which includes the services of our executive officers some of whom remain 
executive officers of Likrty. 

As of December 3 1,2006. Ascent Media had approximately 4,oW employees, most of which worked on a full-time 
basis. Approximately 2,900 of Ascent Medla's employees were employed in the United States, with the remaining 1.100 
employed outside the United States, principally in the United Kingdom and the Republic of Singapre. Approximately 
400 of Ascent Media's employees belong to either the Intcmational Alliance of Theatrical Stage Employees in the United 
States or the Broadcasting Entertainment Cinematograph and ' h a t r e  Union in the United Kingdom. 

As of December 31, 2006, Discovery bad approximately 4,500 employees. 

(d) 

For financial information related to the geographic areas in which we do business, see note 17 to our consolidated 

Financial Information About Geographic Areas 

financial statements found in F'm Il of this report. 

(e) Available Information 

AUofour filings withtheS~~tiesandExchangeCommission (the"SEC'?,includingourForm IO-%,Form l 0 Q s  
and Form 8-Ks. as well as amendments to such Nings are available on OUT Internet website free of charge generally within 
24 hours after we file such material with the SEC. Our website address is www.discoveryholdingcompany.com. 

Our corporare governance guidelines, code of ethics, compensation committee charter, and audit committee charter 
are available on our website. In addition, we will provide a copy of any of these documents, free of charge, to any 
shareholder who calls or submits a request in writing to Investor Relations. Discovery Holding Company, 12300 Libelty 
Boulevard. Englewcod, Colorado 80112, Tel. No. (S66) 876-0461. 

The information contained on our website is not incorporated by reference herein. 

w. Risk Factors. 

An investment in our common stock involves risk. You should carefully consider the risks desaibed below, together 
with aU of the other information inchrded in Ibis annual report in evaluating ourcompany and OUT common stock. Any of 
the following risks, if realized, could have a material adverse effect on the value of our common stock. 

We are a holding company, and we could be umble in the fuure  to obtain cash in m u m s  suficiem to service our 
financial obligationr or meet our other cornrnurnentr Our ability to meet our fmcial  obligations and other contractual 
commitments depends upon OUI ability to access cash. We are a holding company, and our sources of cash include our 
available cash balances, net cash from the operating activities of our subsidiaries, any dividends and interest we may 
receive from our investments, availability under any credit facilities that we may obtain in the future and proceeds from 
any asset sales we may undertake in the fum. The abdity of our operating suhsidimies to pay dividends or to make other 
payments or advances to us depends on their individual operating results and any statutory, regulatory or contractual 
restrictions lo which they may he 01 may become subject. 

We do not have access to the cash flm Discovery generatesfrorn hs operacing activities. Discovery generated 
approximately $460 million. $69 million and $125 million of cash from its operations during the years ended 
December 31. 2006, 2005 and 2W4, respectively. Discovery uses the cash it generates from its operations to fund its 
investing activities and to service its debt and other fmancing obligations. We do not have =cess to the c a s b w  
Discovery generates unless Discovery declares a dividend on its capital stock payable in cash redeems any or all of its 
outstanding shares of capital stock for cash or otherwise distributes or makes payments to its stockholders, including us. 
Historically, Discovery has not paid any dividends on its capital stock or, with limited exceptions, otherwise distributed 
cash to its st&olders and instead hasused all ofits available cash in the expansion of its business and to service its debt 
obligations. Covenanu in Discovery's existing debt instruments also reshict the payment of dividends and cash 
distributions to stockholders. We expect that Discovery will continue to apply its available cash to the expansion of 
its business. We do not have sufficient voting control to cause Discovery to pay dividends 01 make other payments or 
advances 10 its stockholders, or otherwise provide us access to Discovery's cash. 

-. 
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We hove limited operating history (IS a separate company upon which you CM evalluue ourperfomnce. Although 
our subsidiary Asfent Media was a separate public company prior to June 2003 (when Liberty acquired the outstandmg 
shares of Ascent Media that it did not already own), we have limited operating histay as a separate public company. 
Addltionally, the historical fmancial information included in this annual report for periods prior to OUT existence may not 
necessarily be representative of our results as a separate company. mere  can be no assurance that our business swtegy 
will be successful on a long-term basis. We may not be able to grow our businesses as planoed and may not be profitable. 

We do m t  have the right Io  mnnage Dircovery, which means we cmmf cause Discovery to opernte in a mmner lhaf 
isfavorable fo us. Discovery is managed by ils stockholders rather than a board of directors. Generally, all signifzant 
actions to be taken by Discovery =quire the approval of the holders of a majority of Discovery’s shares; however, pursuant 
to a Stockholders’ Agreement, the taking of certain actions (including, among other things, a merger of Dirovery, or the 
issuance of additional shares of Discovery capital stock or approval of annual business plans) require the approval of the 
holders of at least 60% of Discovery’s shares. Because we do not own a majority of the outstanding equity interests of 
Discovery, we do not have the right to manage the businesses or affairs of Dxovery. Although OUT stalus as a 50% 
stockholder of Discovery enables us to exercise influence over the management and policies of Discovery, such status 
does not enable us to cause any actions to be taken. Cox Communications and AdvancuNewhouse each hold a 25% 
interest in Discovery, which ownership interest enables each such company to prevent Discovery from taking actions 
requiring 80% approval. 

Actions to be taken by Discovery that require the approval of a majority of Discovery’s shares may, under certain 
circumstances, result in a deadlock. Because we own a SO% interest in Discovery and each of Cox Communications and 
Advancernewhouse own a 25% interest in Discovery, a deadlock may occur when me stockholders vote to approve an 
action that requires majority approval. Accordingly, unless either Cox Communications or Advancernewhouse elects to 
vote with us on items that require majority action, such actions may not be laken. Pursuant to the tern of the 
Stockholders’ Agreemeot, if an action that requires approval by a majority of Discovery’s shares is approved by 50%. but 
not more than 50% of the outstanding shares then the proposed action willbe submined to an arbitrator designated by the 
stockholders. Currently, the arbitrator is John Hendrjcks, the founder and Chairman of Discovery. Mr. Hendricks, as 
arbitrator, is entitled lo cast the deciding vote on matters where the stockholders have deadlocked because neither side has 
a majority. Mr. Hendricks, bowever, is not obligated lo take action to break such a deadlock. In addition, Mr. Hendricks 
may elect to approve actions we have opposed. if such a deadlock exisls. In the event of a dispute among the stockholders 
of Discovery, the possibility of such a deadlock could have a material adverse effect on Discovery’s business. 

The liquidify arid value of our inreresf in Discovery m y  be adversely nffecfed by a Sfocklwlders’ Agreemenf to which 
we are apart$ Om 50% interest in Discovery is subject to the terms of a Stockholders’ Agreement among the holders of 
Discovery capital stock. Among other Kings, the Stockholders’ Agreement reshicts our ability to directly seU or transfer 
our interest in Discovery or to borrow against its value. These restrictions impair the liquidity of OUT interest in Discovery 
and may make it difficult for us to obtain full value for our interest in Discovery should such a need arise. In the event we 
chose to sell all or a portion of OUI direct interest in Discovery, we would fin1 have to obtain an offer hum an unaffiliated 
third party and then offer to sell such interest to Cox Communications and AdvancuNewhouse on substantially the same 
terms as the third party had agreed to pay. 

If either Cox Communications 01 AdvanceiNewhouse decided 10 sell their respective interests in Discovery, then the 
other of such two stockholders would have a right to acquire such interests on the terms set by a third party offer obtained 
by the selling stockholder. If the non-selling stockholder elects not to exercise this acquisition right, then, subject to the 
terns of the Stockholders’ Agreement, we would have the oppormnity to acquire such interests on snbstantially the t m ~ s  
set by a third party offer obtained by the selling stockholder. W e  anticipate that the purchase price to acquire the interests 
held by Cox Communications or Advancernewhouse would be significant and could require us IO obtain significant 
funding in order to raise sufficient funds to purchase one or both of their interests. This oppomnity to purchase the 
Ihscovery interests held by Cox Communications and/or Advancflewhouse may arise (Sal all) at a time whru it would 
be difficult for us to raise the funds necessary to purchase such interests. 

- 
to us, nor do they have the abilily to require us to sell our intercst to them. Accordingly, the current governance 
relationships affecting Discovery may continue indefinitely. 

necause we do nor conrrol the bvriness manngemeru practicer of Discovery, we rely on Discovery for fhefinnncial 
information thnt we use in accounting for our ownership interesr in Discovery. We account for ow 50% ownership 
interest in Discovery using the equity method of accounting and, accordingly, in OUI financial statements we record OUT 
share of Discovery’s net income or loss. Because we do not control Discovery’s decisionmaking process or business 
management practices. within the meaning of US. accounting rules, we rely on Discovery to provide us With financial 
information prepared in accordance with generally accepted accounting principles, which we use in the application of the 
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equity methd.  We have entered into an agreement u,ith Discovery regarding the use by us of certain information 
regarding Discovery in connection with OUI fmcial  reponing and disclosure requirements as a puhlic company. 
Hou,ever, such agrmment limits the puhlic disclosure hy ns of cestain non-public information regarding Discovery (other 
than specified historical fmancial infmation),  and also restricts our ability to enforce the agreement against Discovery 
with a lawsuit seeking monetary damages, in the absence of gross negligence, reckless conduct or willful misconduct on 
the part of DiscomTy. In addition. we cannot change the way in which Discovery reports its fmancial results or require 
Discovery to change its intmal  convols over Fmancial reporting. 

We C M M ~  be certain rhaf we will be succexfd in integrating acquired businesses, ifmy. Ourhnsinesser and those 
of our subsidiaries may grow through acquisitions in selected markets. Integration of new husimesses may p ~ s e n t  
significant challenges, including: realizing economies of scale in p r o p n w i n g  and network operations; eliminating 
duplicative overheads: and integrating networks, fmancial systems and operational systems. We or the applicable 
subsidiary cannot assure you that, with respect to any acquisition, we will reallze anticipated benefits or successfully 
integrate any acquired husiness with our existing operations. In addition, while we intend to implement appropriate 
conlrols and procedures as we integrate acquired companies, we may not be able IO cmify as to the effectiveness of these 
companies' disclosure controls and procedures or internal control over fmancial reporting (as required by US. federal 
securities laws and regulations) until we have fully integrated them. 

A boss of M y  of Ascent Media's large customers would reduce our revenue. Although Ascent Media serviced over 
3,800 customers during the year ended December 3 1,2006, its ten largest customers accounted for approximately 4S% of 
its consolidated revenue and Ascent Media's single largest customer accounted for approximately 8% of its consolidated 
revenue during that period. The loss of, and the failure to replace, any significant p a i o n  of the services provided to any 
significant customer could have a material adverse effect on the business of Ascent Media. 

Asceru Medin's business depends on cenairi d i e m  industries. Ascent Media derives much of its revenue from 
services provided to the motion picme and television production industries and from the data transmission industry. 
Fundamental changes in the business practices of any of these client indushies could cause a material reduction in demand 
by Ascent Media's clients for the services offered by Ascent Media Ascent Media's business benefits from the volume of 
motion picme and television content beiig created and distributed as well as the success or popularity of an individual 
television show. Accordingly, a decrease in either the supply of, or demand for, original entertainment content would have 
a material adverse effect on Ascent Media's results of operations. Because spending for television advertising drives the 
production of new television programming, as well as the production of television commercials and the sale of existing 
content libraries far syndication, a reduction in television advertising spending would adversely affect Ascent Media's 
business. Factors fhat could impact television advertising and the general demand for Original entertainment content 
include the growing use of personal video recorders and video-on-demand w i c e s ,  continued fragmentation of and 
competition for the attention of television audiences. and general economic conditions. 

Clurnges in rechnalogy may h i t  zhe comperitiveness ofanddemand for our strviees The post-production industry 
is chaacterized by technological change, evolving customer needs and emerging technical standards, and the data 
transmission indushy is currently saturated with companies providing senices similar to Ascent Media's. Historically, 
Ascent Media has expended significant mounts of capital to obtain equipment using the latest technology. Obtaining 
access to any new technologies that may be developed in Ascent Media's indushes will require additional capital 
expenditnres, which may be significant and may have to be in& in advance of any revenue that may be generated by 
such new technologies. In addition, the use of some technologies may require third partr licenses, which may not be 
available on commercially reasonable terms. Although we believe that Ascent Media will be able to continue to offer 
services based on the newest technologies, we cannot assure you that Ascent Media will be ahle to obtain any of these 
technologies, that Ascent Media will be ahle to effectively implement these technologies on a cost-effective or timely 
basis (x l h t  snch technologies will not render obsolete Ascent Media's role as a provider of motion picture and television 
production services. If Ascent Media's competilors in  the data transmission industry have technology that enables them to 

P A t e r .  less exwnsive, reach more customers 01 have other advantages over the data 
transmission services Ascent Media provides, then the demand for Ascent Media's data transmission services may 
decrease. 

Technology in the video, telecommunications and data services indushy is changing rapidly. Advances in  tech- 
nologies such as personal video recorders and video-on-demand and changes in television viewing habits facilitated hy 
these or other technologies could have an adverse effect on Discovery's advertising revenue and viewership levels. The 
ability to anticipate changes in, and adapt to, changes in technology and consumer tastes on a timely basis and exploit new 
sources of revenue from these changes will affect the ability of Discovery to continue to grow, increase its revenue and 
number of subsaibers and remain competitive. 
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A labor dispute in our client indmtries m y  disrupt our business. The cost of producing and dishibutmg 
entertainment programming bas increased substantially in recent years due to, among other things, the increasing 
demands of creative talent and industry-wide collective bargaining agreements. 

A significant labor dispute in Ascent Media’s client indushies wuld have a material adverse effect on its business. 
An industry-wide strike or other job action by or affecting the Writers Guild, Screen Actors Guild or other major 
entexiainment industry union could reduce the supply of original entertainment conteot, which would in m, reduce the 
demand for Ascent Media’s services. 

Discovery airs cmain entenainment programs that a x  dependent on specific 00-air talent. and Discovery’s ability lo 
continue to produce these series is dependent on keeping that on-air talent under contract. 

Risk of lossfroin earthquakes or other catastrophic events could disrupt Ascent Media’s business. Some of Ascent 
Media’s specially equipped and acoustically designed facilities are localed in Southern California, a region known for 
seismic activity. Due to the extensive amount of specialized equipment incorporated into thc specially designed recording 
and scoring stages, editorial suites, mixing noms and other post-production facilities, Ascent Media’s operations in this 
region may not be able to be tempowily relocated to mitigate the impacts of a catastrophic event. Ascent Media carries 
insurance for properly loss and business interruption resulting from such events, including earthquake insurance, subject 
to deductibles, and has facilities in other geographic locations. Although we believe Ascent Medm bas adequate insurance 
coverage relating to damage to its propeliy and the temporary disruption of its business from casualties, and that it could 
provide services at other geographic locations, there can be no assurance ‘that such insurance and other facilities would be 
sufficient to cover all of Ascent Media’s costs or damages or Ascent Media’s loss of income resulting from its inability to 
provide services in Southem California for an extended period of time. 

D k o v e t y  is dependent upon advertising revenue. Discovery e m s  a signlficant portion of its revenue from the sale 
of advertising time ou its networks and web rites. Discovery’s advertising revenue is affected by viewer demographics, 
viewer ratings and market canditions for advertising. The overall cable and broadcast television industry is facing several 
issues with regard to its adveltising revenue. including (1) audience fragmentation caused by the proliferation of other 
television networks, videoan-demand offerings fmm cable and satellite companies and broadband content offering, 
(2) the deployment of digital video recording devices, allowing consumers to time shift programming and skip or fast- 
forward through advertisements and (3) wnsolidation wilhin the advertising industry, shifting more leverage to thebigger 
agencies and buying groups. Expenditures by advertisers tend lo be cyclical, reflecting overall economic conditions as 
well as budgeting and buying patterns. A decline in the economic pspects of advertisers or the economy in general could 
alter current or prospective advertisers’ spending priorities. In addition, the public’s reception toward programs or 
programming genres can decline. An adverse change in any of these factors could have a negative effect on Discovery’s 
revenue in any given period. Ascent Media’s business is also dependent in part on the advellising industry, as a significant 
portion of Ascent Media’s revenue is derived from the sale of sewices to agencies andlor the producers of television 
advertising. 

Discovety’s rmenue is dependem upon the mainrenance of offiliation agreements with cable nnd satellite distrib- 
utors on acceptable t e r n .  Discovery eams a significant portion of its revenue h m  per-subscriber license fees paid by 
cable operarorr, direct-to-home (DTH) satellite television operators and otha channel dislrihutors. Discovery’s networks 
maintain affiliation arrangements that enable them to reach a large percentage of cable and direct broadcfist satellite 
households moss the United States. Asia, Europe and Latin America These arrangements are generally long-term 
arrangements rangkg from 3 to 10 years. These affiliation arrangements usually provide for payment to Discovery based 
on the numbers of subscribers that receive the Discovery networks. Diswvery’s core nenvorks depend on achieving and 
maintaining carriage within the most widely distributed cable programming tiers to maximize their subscriber base and 
revenue. The loss of a significant number of aftiiation arrangements on basic programming tiers could reduce the 
distribution of Dirovery’s network, thereby adversely affecting such networks’ revenue fmm pa-subscriber fees and 
their ability to sell advertising or the rates they are able to charge for such advertising. Those Discovery networks that are 
c-ed on digital tiers are dependent upon the continued upgrade of cable systems to digital capability and the public’s 

favorable caniage agreements on widely accepted digital tiers. 

Our businesses are subject to risks of adverse government reguhwn PrOgrammiDg seficeS, Satefile carriers, 
televisioo stations and Internet and data transmission companies are subject to varying degrees of regulation in the IJnited 
States by the Federal Communications Commission and other entities and in foreign countries by similar entities. Such 
regulation and legislation are subject to the political process and have been in constant flux over the past decade. 
Moreover, substantially every foreign country in which our subsidiaries or business affiliates have, or may in the future 
make, an investment regulates, in v q i n p  degrees, the disuibution. conlent and ownership of programming services and 
foreign mvestment in programming companies. Further material changes in the law and regulatory requirements must be 
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anticipated, and there can he no assurance that our business and the business of our aftiliales will not be adversely affected 
by future legislation, new regulation or deregulation. 

Failure ro obtain renewal of FCC licemes could disrupt our business. Ascent Media holds licenses, authorizations 
and ~ g i s m t i o o s  from the FCC required lor the conduct of its oetwork services business, including earth station and 
various classes of wireless licenses and an au thoh t ion  to provide certain services. Most of the FCC licenses held by 
Ascent Media are for transmitireceive earth statioos. which cannot be operated without individual licenses. The licenses 
for these stations are granted f a  a period of fineen yeam and, while the FCC generally renews licenses for satellite eanh 
stations routinely, there can be no assurance that Arcent Media’s licenses will be renewed at their expiration dates. 
Regisbation with the FCC, rather than licensing, is required for receiving transmissions from satellites from p i n t s  w i th i  
the United States. Ascent Media relies on third party licenses or authorizations when it transmits domestic satellite traffic 
through earth stations operated by third parties. Our fail-, and the failure of third panics, to obtain renewals of such FCC 
licenses could disrupt tbe network services segment of Ascent Media and have a material adverse effect on Ascent Media. 
Funher material changes in the law and regulatory requirements must be anticipated, and there can be no assurance that 
our businesses will  not be adversely affected by fnhlre legislation, new regulation. deregulation M cowl decisions. 

Our businesses operare in  an increasingly competitive marker, and there is a risk rhaf our businesses may not be able 
IO efectively compere wirh other providers in the fUrure. The entertainment and media services and programming 
businesses in which we compete are highly competitive and service-oriented. Ascent Media has few long-term M 

exclusive sewice agreements with its creative services customers. Business generation in these groups is based primarily 
on customer satisfaction with reliability, timeliness, quality and price. The major motion picture studios, which are Ascent 
Media’s customers, such as Paramount Pictures. Sony Pictures Entertainment, Twentieth Century Fox, Universal Picnlres. 
The Walt Disney Company, Metro-Goldwyn-Mayer and Wamer Brothers, have the capability to perform similar senices 
in-house. Tkse studios also have substantially greater fmancial resources than Ascent Media’s, and in some cases 
significant marketing advantages. Thus, depending on the in-house capacity available to some of these studios. a studio 
may be not only a customer but also a competitor. Thhere are also numerous independent providers of senices similar to 
Ascmt Media’s. Thomson, a French corporation, is also a major competitor of Ascent Media, particularly under its 
Techticolor brand. as is K d a k  through its Laser Pacific division. We also actively compete with certain industry 
participants that have a unique operating niche or specialty business. If there were a significant decline in the number of 
motion pictures M the amount of original television programming produced, or if the studios M Ascent Media’s other 
clients either established in-house port-production facilities M significantly expanded their in-house capabilities. Ascent 
Media’s operations could be materially and adversely affected. 

Discovery is primarily an entertainment and programming company that competes with other programming 
networks for viewers in general, as weU as for viewers in  special interest groups and specific demographic categcnes. 
In order to compete for these viewers. Discovery must obtain a regular supply of high quality category-specific 
programming. To the extent Discovery seeks third party suppliers of such programming, it competes with other cable a d  
broadcast television networks for programming. ’Ex expanded amilahility of digital cable television and the introduction 
of direct-to-home satellite distribution has greatly increased the amount of channel capacity available for new pro- 
gramming netwmks, resulting in the launch of a number of new programming networks by Discovery and its competitors. 
This increase in channel capacity has also made competitive niche pmgramming neworks viable, because such networks 
do not need to reach the broadest possible group of viewers in order to he moderately successful. 

Discovery’s program offerings must also compete for viewers and sdvertisers with other entertainment medie% such 
as home video, online activities and movies. Increasing audience fragmentation could have an adverse effect on 
Discovery’s advertising and subscription revenue. In addition, the cable television and direct-to-home SateUite industries 
have been undergoing a period of consolidation. As a result, the number of potential buyers of the programming services 
offered by Discovery is decreasing. In this more concentrated market, there can be no assurance that Discovery will be 
able to obtain or maintain carriage of its programming services by disttibutors when its cumen1 long-lenn conbacts are up 
for renewal. 

.. .. .~ ~~~~ 

We have overlapping directors and manngemnt with Liberiy and Liberty Globnl, Inc.. wluch may leadio conflicting 
inieresrs. Five of ow Si executiw officers a h  serve as executive officers of Liberty and one of om executive officers 
serves as an executive officer of Liberty Global. Inc., or LGI. LGI is an independent, publicly haded company, which was 
formed in connection with the business combination between UnitedGlohalCom, Inc. and Liberty Media International, 
Inc., or LMI. AU of the shares of LMI were distributed by Liberty to its shareholders in June 2004. Our board of dmctors 
includes persons who are members of the hoard of directors of Liberty andor LGI. We do not own any interest in Liberty 
M LGI, and to OUI knowledge Liberry and LGI do not own any interest in us. The executive officers and the members of 
our board of directors have fiduciary duties to ow stockholders. Likewise, any such persons who serve in Similar 
capacities at Liberty andlor LGl have fiduciary duties to such company’s stockholders. Therefore, such persons may have 
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conflicts of interest or the appearance of conflicts of interest with respect to matters involving or affecting each company. 
For example, there may be the potential for a conilict of interest when we, Liberty or LGI laok at acquisitions and other 
corporate opportunities that may be suitable for each of us. Moreover, most of our directors and officers continue to own 
Liberty andor LGI stock and options to purchase Liberty andor U i I  stock These ownership interests could create, or 
appear to create, potential conilicts of interest when these individuals are faced with decisions that could have different 
implications for OUT company and Libelty or LGI. On June 1,2005, the h a r d  of directors of Libetty adopted a policy 
statement that, subject to certain qualifications, including the fiduciary duties of Liberry’s hoard of directors, Liberty will 
use its commercially reasonable efforts to make available to us any corporate oppnhlnity relating to the acquisition of all 
or substantially all of the assets of, or equity securities represmting “control” (as defined in the policy statement) of, any 
entity whose primary business is the acquisition, creation andior distribution of television programming consisting 
primarily of science and nature programming for distribution primarily in the “basic” service provided by cable and 
satellite television distributors. This policy statement of Liberty’s baard of directors can be amended, modified or 
rescinded by Liberty’s board of directors in its sole discretion at any time, and thepolicy automatically terminates without 
any further action of the hoard of directors of Liberty on the second anniversary of the distribution date. From time to time, 
Liberty or LGI or their respective affiliates may enter into mnsactions with us or our subsidiaries or other affiliates. 
Although the terms of any such transactions will he established brsed upon negotiations behveen employees of the 
companies involved, there can he DO assurance that the terms of any such transactions will be as favorable to us or our 
subsidianes or affiliates as would be the case where the parties are completely at m s ’  length. 

We and Liberty or LGI may compete for business opponunities. Libetty and LGI each own interests in various 11,s. 
and intemtional prOgramming companies that have subsidiaries or controlled affiliates thal own or operate domestic or 
foreign programming services thal may compete with the programming services offered by ow businesses. We have no 
rights in respect of US. or international programming opportunities developed by or presented to the subsidiaries or 
conmlled affiliates of Liberty or LGI, and the pursuit of these opportunities by such subsidiaries or affiliates may 
adversely affect the interesu of our company and its shareholders. In addition. a subsidiary of LGI operates a playout 
facility that competes with Ascent Media’s London playout facility, and it is likcly that other competitive situations will 
arise in the future. Because we, Liberty and LGI have some overlapping directors and officers, the pursuit of these 
oppormnities may serve to intensify thc conflicts of interest 01 appearance of conflicts of interest faced by om respective 
management teams. Our restated cenificate of incarporation provides that no director or officer of ours will be liahle to us 
or om stockholders for breach of any fiduciary duty by r e son  of the fact that any such individual directs a corporate 
opportunity to another person or entity (including LMI and LGI) instead of us, or does not refer 01 communicate 
information regarding such corporate opportunity to us, unless (x) such oppormnity was expressly offered to such person 
solely in his or her capacity as a director or officer of OUT company or as a director or officer of any of ow subsidiaries, and 
(y) such opportunity relates to a l i e  of business in which our company 01 any of OUT subsidiaries is then directly engaged. 

Cerlain 
provisions oionr restated certificate of incorporation and bylaws may discourage, delay 01 prevent a change in  control of 
om company that a shareholder may consider favorahle. These provisions include the following: 

11 m y  be dificuft for n thirdparty to acquire us, even $doing so ,MY be beneficial to OUT sharelwlders. 

- authorizing a capital smchme with multiple series of common stock a Series B that entitles the holders to ten votes 
per share, a Series A that entitles the holders to one vote per share and a Series C that. except as otherwise required 
by applicahle law, entitles the holders to no voting rights; - authorizing the issuance of “‘blank check” preferred stock, which could be issued by our board of directors to 
increase the number of outstanding shares and thwart a takeover attemp< 

- classifying our board of directors with staggered three-year terms, which may lengthen the time required to gain 
con1101 of our hard of directors; 

* limiting who may call special meetings of shareholders: 

* prohibiting shareholder action by witten consent (subject to certain exceptions), thereby requiring shareholder 
-. 

* establishing advance notice requirements for nominations of candidates for election to our h a r d  of directors or for 

* requiring shareholder approval by holders of at least 80% of OUT voting power 01 the approval by at least 75% of 0u1 
board of directors with respcct to certain exwordinary matters, such as a merger or consolidation of our company, 
a sale of all or substantially all of OUT assets or an amendment to our restated certificate of incorporation; 

* requiring the consent of the holders of at least 75% of the outstanding Series B common stock (voting as a separate 
class) to certain share distributions and other corporate acrions in which the voting power of the Series B common 

proposing matters tbal can be acted upon by sharcholden at shareholder meetings; 
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stock would be diluted by, fM example, issuing shares having multiple votes per share as a dividend to holders of 
Series A common stock and 

the existeoce of authorized and unissued stock which would allow our board of directors lo issue shares to persons 
friendly to current management, thereby protecting the continuity of its management. M which could be used to 
dilute the stock ownership of persons seeking to obtain control of us. 

Our company has adopted a shareholder rights plan in order to encourage anyone seeking to acquire us to negotiate 
with OUT board of directors prior to attempting a takeover. While the plan is designed to guard against coercive or uufair 
tactics to gain control of us. the plan may have the effect of making more difficult or delaying any attempts by others to 
obtain cootrol of us. 

Holders of m y  single series ofour cornmn stock rnay not hnve any remedies $ m y  action by ourdireclors orogicers 
Iwr an adverse effect on only tltof series of OUT comnwn stock Principles of Delaware law and the provisions of OUT 

restated ceziiticate of incorpotation may protect decisions of our board of directors that have a disparate impact upon 
holders of any single series of our common stock. Under Delaware law, the board of directors has a duty to act with due 
care and in the test interests of all of our shareholders, including the holders of all series of OUT common stock. Principles 
of Delaware law established in cases involving differing treatment of multiple classes or series of s tEk  provide that a 
board of directors owes an equal duty to all common shareholders regardless of class or series and does not have separate 
or additional duties to my p u p  of shareholders. As a result. in some circumstances, our directors may be required to 
make a decision that is adverse to the holders of one series of our common stock. Under the principles of Delaware law 
referred to above. you may not be able to challenge these decisions if our board of directors is disinterested and adequately 
informed with respect to these decisions and acts in good faith and in the honest belief thaf it is acting in the best interesfs 
of all of our shareholders 

ltem 1B. tinresobsed S h f f  Comments. 

None 

Item 2. Properfies. 

We share OUT executive offices in Englewod, Colorado under a services agreement with Libeny. All of OUT other real 
01 personal property is owned or leased by our subsidiaries or affiliates. 

Ascent Media’s operations are conducted at over 80 properks In the United States. Ascent Media occupics owned 
and leased propelties in California, Connecticut, Florida, Georgia, New Jmey, New York and V i i n i a ;  the network 
services group also operates a satellite earth station and related facilities in Minnesota. Internationally. Ascent Media has 
owned and leased propt ies  in London, England. In addition, the creative services group operates a leased facility in 
Mexico City. Mexico, and has a 5 W  owned equity a d i a t e  with facilities in Barcelona and Madrid, Spin, and the 
network services group operates two leased facilities in the Republic of Singapore. Worldwide, Ascent Media leases 
approximately 1.4 million quare feet and owns anorher 325,000 square feet In the United States, Ascent Media’s leased 
propezties total approximately 1.1 million square feet and have terms expiing telweeo March 2007 and April 2015. 
Several of these agreements have extension options. The leased properties are used for OUI technical operafions, office 
space and media storage. Ascent Media’s international leases have terms that expire between March 2007 and September 
2020, and arc also used fsr technical operations, officc space and media storage. Over half of the international leases have 
extension clauses. Approximately 250,030 square feet of Ascent Media‘s owned properties are located in Southern 
California with another 45,000 square feet located in Northvale, New Jersey, Tappan, New Ymk, Minneapolis, Minnesota 
and Stamford, Connecticut In addition. Ascent Media owns approximately 30,000 square feet io London, England. 
Nearly all of Ascent Media’s owned properties a~ purpose-built for its technical and creative service operations. Ascent --- ds. . ,  . . .  

Item 3. LE& Praeeedings. 

The registrant and its subsidiaries are not a party to any material legal proceedings. 

% Submission of Matters lo a Vote of Seeurily HoLlers. 

Nolle. 
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PART 11. 

Item 5. Markat for Regirmnr's Common EqziQ, Relnred Srockholder d4&m and Issuer Purchases of Equity 
securil*s. 

Market Information 

We have two series of common stock, Series A and Series B, which trade on the Nasdaq National Market under the 
svmbols DISCA and DISCB. resoectivelv. The followine table sets f m h  the ranee of hi& and low sales prices of shares of ,~ - I - 
our Series A and Series B common stock since our spin off on July 21, 2005. 

S u i a  A 
High Low ~- 

2006 
Fintquancr.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $15.65 13.88 
Second qumter..  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $15.18 13.61 
Third quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $14.82 12.81 
Fourth quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $16.96 14.18 

July 21. 2005 through September 30, 2005. . . . . . . . . . . . . . . . . . .  $16.30 13.51 
Fourth quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $16.23 13.69 

2005 

Seria B 
High I a w  - -  

15.96 33.58 
15.21 13.73 
14.54 12.97 
16.85 13.97 

16.77 14.40 
16.80 13.59 

Holders 

As of February 6, 2007, there were approximately 84,033 and 700 record and beneficial holders of OUT Series A 
__ 

c@nun@n stock and Series B common stock, respectively. 

Dividends 

We have not paid any cash dividends on our Series A common stock and Series B common stock, and we have no 
present intentionofsodoing. Paymentofcashdividends, ifany, in thefutuewillbedetermined byourBozdofDuectors 
in light of ow eamings, financial condition and other relevant considerations. 

Securities Authorized for Issuance Under Equity Compensation Plans 

Information required by this item is incorporated by reference lo our definitive proxy statement fM our 2007 Annual 
Meeting of shareholders. 

w. Selecled Financial Data 

Effective July 21.2005, Liberry Media Corporation ("Liberty") completed a spin off transaction pursuant lo which 
our capital stock was dismhuted as a dividend to holders ofliberty's Series A and Series B common stock Subsequent to 
the spin off, we are a separate publicly traded company aod we and Liberry operate independently. The spin off has been 
accounted for at historical cost due tu the pro rata name of the dishihution. Accordingly, our historical financial 
statements are presented in a manner similar to a pooling of interest. 

The following tables present selected historical information relating to our financial condition and results of 
orXratjons for the past five years. The following data should be read in conjunction with our consolidated financial 
statements. 

Deamber 31, 

rm0"Otr io Lboarsod. 
2005 2004 2003 2002 - - _ _ _ _ _  2006 

~~ 

Summary Balance Sheet Data: 
Investment in Discovery 

Communications, Inc. . . . . . . . . . . .  $3,129,157 3,018,622 2,945,782 2,863,003 2,816,513 
Goodwill . . . . . . . . . . . . . . . . . . . . . . .  $2,074.789 2,133,518 2,135,446 2,130.897 2,104,705 

Stockholders' equity. . . . . . . . . . . . . . .  $4,549.264 4,575,425 4,347,279 4,260,269 3,617,417 
Total assets ..................... $5,870,982 5,819,236 5,564,828 5,396,627 5,373,150 
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Years coded Dececmber 31, 

amovOts io thouuodr, 
exxapl pi share 1m0mB 

2005 2 W  2003 2002 2006 ~ __ __ __ 

Summary Statement of Operations Datz 

Net revenue.. . . . . . . . . . . . . . . . . . . . . . . . . .  0 688.087 694,509 631,215 506.103 539.333 
Operating income (loss)(]). . . . . . . . . . . . . . . .  S(l15.137) (1,402) 16,935 (2404) (61,452) 

Net eamings (loss)(l) . . . . . . . . . . . . . . . . . . .  $ (46.010) 33,276 66,108 (52,394) (129,275) 
Basic and diluted earnings (loss) per common 

Share of earnings (losses) of Discovery . . . . . .  $ 103.588 79.810 S4.011 37,271 (32,046) 

share(2). . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ (0.16) 0.12 0.24 (0.19) (0.46) 

(1) Includes impairment of g d w i l l  and other long-lived assets of 1193,402,000 and $83,718,000 for the years ended 
December 31, uM6 and 2W2. respectively. 

(2) Basic and diluted net eamings (loss) per common share is based on ( I )  280,199,000 shares, which is the number of 
shares issued in the spin off, for all periods prior to the spin off and (2) the a c M  number of weighted average 
outstanding shares for all periods subsequent to the spin off. 

~ Item 7. Managernenf’s Discussion and A ~ l y s i r  of FiMncial Condition and Results of Opemtions. 

The following discussion and analysis provides information concerning our results of operations and fmancial 
condition. lhi discussion should be =ad in conjunction with our accompanying consolidated Gnancial statements and 
the notes thereto. 

Overview 

Effective July 21,2M)5, Liberty completed a spin off bansaction pmuant to which our capital stack was distributed 
as a dividend to holders of Liberty’s Series A and Series B common slack. Subsequent to the spin off, we are a separate 
publicly traded company and we and Liberty operate independently. The spin off did not involve the payment of any 
consideration by the holders of Liberty common stock and was intended to qualify as a tar-free spin off. The spin off has 
been accounted for at historical cost due to the pro rata nature of the distribution. We are a holding company and our 
businesses and assets include Ascent Media Group, JLC (“Asceot Media”). which we consolidate. and a 50% ownership 
interest in Discovery Communications, Inc. (“Discovery” or “DCI”), which we account for using the eqnity method of 
accounting. Accordingly, as described below, Discovery’s revenue is not reflected in the ~evenuc wereport in our fmancial 
statements. In addition to the foregoing assets, immediately prior to the spin off, Liberty transferred to a subsidiary of our 
company $200 million in cash. 

Ascent Media provides creative and network smices to the media and entertainment industries. Ascent Media’s 
clients include major motion picture studios. independent producers, broadcast networks, cable programming networks. 
advertising agencies and other companies that produce. own andor distribute entertainment. news, sports, corporate, 
educational, industrial and advertising content. Subsequent lo an operational realignment in 20% Ascent Media’s 
operations are organized into the following three groups: Creative services, Network services and Corporate and other. 
Ascent Media has few long-term or exclusive agreements with its creative services customers. 

In 2007, Ascent Media will continue to focus on leveraging its broad m y  of media services to market itself as afull 
service provider to new and existing customen within the feature film and television production indusUy. Ascent Media 
also beljevcs it can optimize its position in the market by growing its digital media management business. With facilities 
in the US.. the United Kingdom, Asia and Mexico, Ascent Media hopes to increase its services to multinational 

to helu maintain M 
increase operaring margins and fmancing capital expenditures for equipment and other items to satisfy customers’ desire 
for services using the latest technology, 

. . .  

Our most significant asset is Discovery, in which we do not have a conmlling financial interest. Discovay is a global 
media and entertainment company that provides original and pmhascd video programming in the United States and ova  
170 other countries. We account for OUT 50% ownership interest in Discovery using the equity method of accounting. 
Accordingly, our share of the results of operations of Discovery is reflected in our consolidated results as earnings or 
losses of Discovery. To assist the reader in better understanding and analyzing our business, we have included a separate 
discussion and analysis of Discovery’s results of o p t i o n s  and financial condition below. 
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Acquisitions 

AccentHeokk. Effective January 27, 2w6, one of our subsidiaries acquired substantially all of the assets of 
AcczntHealth. ILC's ("AcceutHeallh'? healthcare media business for cash consideration of $46,793,000. AccentHedth 
operates an advenising-supported captive audience television network in doctor office waitrng rwms narionwide. For 
financial reporting purposes. the acquisition is deemed to have occurred on February I ,  2006, and the results of options 
of AcceotHealth have been included in o m  consolidated results K part of the network services p u p  since the date of 
acquisition. 

Cinerech On October 20, 2W4, Ascent Media acquired substantially all of the assets of Cinetech. Inc., a f h  
laboratory and still image preservation and restoration company, for $1 O.WO,oM) in cash plus wntingent compensation of 
up to $1,500,000 to he paid based on the satisfaction of certain contingencies as set forth in the purchase agreement. 
Cinetech is included in Ascent Media's creative services p u p .  

London Pfayouf Centre. On March 12. 2004. Ascent Media acquired thhe entire issued share capiral of London 
Playout Centre Limited. for a cash purchaseptice of $36,573,oM). London Playout Centre, which we refer to as LPC. is a 
UK-based television channel origination facility. LPC is included in Asaot Media's network services group. 

Operating Cash Flow 

We evaluate the performance of our operating segments h a d  on financial measures such as revenue and operating 
c x h  flow, We define operating cash flow as revenue less cost of services and selling, general and administrative expense 
(excluding stock and other equity-based compensation and accretion expense on asset reluementobligations). We believe 
this is an importaot indicator of the operational strength and performance of our businesses, including the ability to invest 
in ongoing capital expenditures and service any debt. In addition, this meaSure allows management to view operating 
results and perform analytical coinparisoos and identify strategjes to improve performance. 'Ibis measure of performance 
excludes depreciation and amortization. stock and other equily-hased compensation. accretion expense on asset retire- 
ment obligations, restmcmring and impairment charges that a x  included in the ineaSurement of operaling income 
pursuant to U.S. generally accepted accounting principles, or GAAP. Accordingly, operating cash flow should he 
considered in addition to, but not as a substitute for, operating income, cash flow provided by operating activities and other 
meamres of fmancial petformance prepared in accordance with GAAP. See note 17 to the accompanying consolidated 
financial statements for a reconciliation of operating cash flow to earnings (loss) before income taxes. 

Results of Operations 

level. 1 W o  of Ascent Media's and AccentHealth's results and our 50% share of eamings of Discovery. 
Our consolidated results of operations include general and administrative expenses incurred at the DHC corporate 

Ascat Media's creative services group revenue is primarily generated from fees for video and audio post production, 
special effects and editorial services for the television, feature film and advertising indusnies. Generally, these services 
pertain lo the completion of feature films, television pmgrams and advertisements. These projecu normally span from a 
few days to three months 01 more in length, and fees for these projects typically range from S10,Mx) to $l,oM),oOO per 
project. Additionally, the creative services group provides owners of fdm libraries a h a d  range of restoration, 
preservation, archiving. professional mastering and duplication services. The scope of these creative services vary in 
duration from one day to several months depending on the nature of the service, and fees lypically range from less than 
$1,ooO to $ 1 0 0 , ~  per project. The creative services group includes Ascent Media's digital media center which is 
developing new prcducls and businesses in areas such as digital imaging, digital media and interactive media. 

The network services group's revenue consists of fees relating to facilities and services necessary to assemble and 
transport programming for cable and broadcast networks across the world via fiber, satellite and the Internet The p u p ' s  

ces. technology consulting services, design and 
implementation of advanced video systems, engineering project managemenl, technical help desk and field service. 
Approximately 60% of the network services p u p ' s  revenue relates to broadcast sprvices, satellite operations and fiber 
services that are earned monthly under long-term contracts ranging generally fmm one to seven years. Additionally. 
approximately 40% of revenue relates to systems integration and engineering services that are provided on aproject basis 
aver temw generally ranging from three to twelve months. 

Corporate related items and expenses are reflected in  Corporate and other. below. Cost of services and operating 
expenses consists primarily of production wages, facilily wsts and other direct costs and selling, general and admin- 
istrative expenses. 

11-3 



Our consolidated results of operations for the year ended December 31.2006 include approximately eleven months 
of results for AccentHealth. The consolidated results of operations for the year ended December 31, 2004 include 
approximately nine months of results far LPC and approximately two months of results for Cinetech. 

Segrncnt Revenue 
Creative Services group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $417,876 421,797 405,026 
Network SeMces group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  270,211 272,712 226lS9 
Corporate and other . . 

$688,087 694,509 631,215 

- - - . . . . . . . . . . . . .  . . . . . . . . .  _ _ _ ~ _ _  
~ _ _ ~  _ _ ~ _ _  

Segment Operakg Cash Flow 
Creative Services group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 52,554 70,708 72,903 
Network Services p u p  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  49.522 55.877 62,537 

$ 58,729 78,625 97,795 

Corporate and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (43.347) (47,960) (37.645) - _ _ _  
~ _ _ _ -  _ _ ~ -  

Revenue. Our total revenue decreased 0.9% and increased 10.0% for the years ended December 3 1,2006 and 2w5. 
respectively, as compared to the corresponding prior year. In 2006, creative services p n p  revenue decreased $3,921.000 
as a result of (i) an $8,400,000 decline in media services due to lower Iraditional media and DVD services from major 
studios partially offset by continued growth in new digital services and (i) lower television revenue of $2,165,000 driven 
by declines in the U.K. broadcast work, partially offset by higher television audio and post services in the US. These 
creative services revenue decreases were partially offset by a $6,535,000 increase in commercial services. driven 
primarily by strong U.S. demand, and higher feature revenue of $1,77O,ooO, driven by an increased number of titles for 
post production services, pmially offset by smaller size f a m e  sound projects and lower home theatre. Network services 
group’s 2.035 revenue deaeased $2,501,000 as a result of (i) a decline in systems integration and services revenue of 
SI 1,080,000, reflecting significant one-time projects in 2005 and (ii) lower revenue in the U.K. of $15,060,000, primarily 
as a result of termination of content distribution contracts. These network services revenue decreases were paxtially offset 
by the acquisition of AccentHealth in 2006, which generated $20,873.000 of revenue, and by increased wntent 
distribution activity in the U.S. and Singapore. 

In 2005, neative services group revenue increased $16,771,000 as a result of a $7,330,000 increase in commercial 
revenue, primarily in the US., a 54,660,WO increase due to smng sales of U.S. television senices from an increased 
number of shows. and $9,906,000 of higher lab revenue driven by the acquisition of Cinetech. These increases were offset 
by declining sound services revenueof $2,960,000 resulting from lower sales of services for features and games and lower 
media services volumes of $2,470,000 from Uaditional services, subtitling and DVD, partially offset by higher digital 
services. Network services group’s 2005 revenue increased $46,523,000 due to $9,423.000 of revenue related to the Lpc 
acquisition, 533,634,ooO from a higher number of large engineering and systems integration projects and $13,083,000 of 
higher origination business reveilue and other new initiatives, paxtially offset by the $9,550,000 effect of lower renewal 
rates on certain ongoing broadcast services conuacts. 

CostofServices. Ourcostofvrvicesincreased 1.9%and 17.2%forthoyearsendedDecember31,2006and2005, 
respectively, as compared to the corresponding prior year. Io 2W6, the increase in cost of services is driven by the 
AccentHealth acquisition which contributed costs of $6,439,000 and by changes in foreign currency exchange races of 
$1,367,000. The 2005 increase is parlially attributable to the 2004 acquisitions discussed above, which contributed 
$12,109,000 in cost of services. In addition, cost of services increased in 2005 due to a change in revenue mix driven by 
higher systems engineering and integration projects in the network services p u p  which have higher production and 
engineering labor and pnnlncnon matenal and equipment costs. 

._____ 

Asapercentofrevenue,costofserviceswas66.1%,64.2%and60.2%fortheyearsendedDecember31,2006,2005 
and 2004, respectively. The in-se in each year is driven by increases in labor wsts PafiiaUy offset by decreases in 
materials COSL Labor costs have increased as the revenue mix mows toward more labor intensive feature services and as 
projects have bewme increasingly more integrated, with complex work flowsrequiring higher levels of production labor 
and project management. 

Selling, General and AdminiErrarive. Our selling, general and adminismtive expenses (“SG&A’?, (excluding 
slock-based compensation and accretion expense on asset retrrement obligations), increased 2.8% and 1 1 .0% for the years 
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ended December 31,2006 and 2005, respectively, as compared to the corresponding prior year. For 2006, the acquisition 
of AccentHealth added $6,565,000 of SG&A expense, slightly offset by lower personnel costs and professional fees. The 
2005 inmease in SG&A expense is primarily attributable to the impact of the 2004 aqnisitions of $5,270,000 and the 
growth in 2005 revenue driving higher labor. facility and selling expenses. As a percent of revenue, SG&A increased from 
24.5% to 25.4% for the years ended December 31,2005 and 2006, respectively, due to the acquisition of AccentHealth in 
2006, combined with a slight overall decline in revenue. 

Corporate and other operating cash flow improved $4,613,000 in 2006 primarily due to lower Ascent Media 
corporate expenses, partially offset by an increase in DHC corporate, general and adminishative expenses which were 
$9,360,000 and $6,467,RM for the years ended December 31, 2006 and 2005, respectively. The 2005 decrease in 
operating cash flow of $10,315,000 is due to DHC corponle expenses, which primarilyrelate tothe Spin Off($5,072,000) 
and charges pursuant to the services agreement with Liberty subsequent to the Spin Off ($876,000). and to higher Ascent 
Medla corporate expenses ($3,848,000) as a result of higher labor, facility, and professiooal services costs related to 
reengineering of corporate departments and processes and to a legal settlement. 

Depreciafion nnd Aimnllation The decrease in depreciation and amortization expense from 2005 to 2006 is due 
to assets becoming fully depreciated partially offset by capital expenditures and the AccentHealth acquisition. Depre- 
ciation and amortization were comparable in 2005 and 2004. 

Srock Cornpernation. Stock-based compensation was $1,817,wO, $4,383,000 and $2;175,oM) for the years ended 
December 3 I ,  2006,2005 and 2004, respectively, and is included in SG&A in the Consolidated Statements of Operations 
and Comprehensive Earnings (Loss). Effective January I ,  2006, we adopted Statement No. 123R. Statement No. 123R 
requkes that we amortire the grant date fair value of OUT stock option and S A R  Awards that qualify as equity awards as 
stock compensation expense over the vesting period of such Awards. Statement No. 123R also requires that we record our 
liability awards at fair value each reporting period and that the change in fair value be reflected as stock compensation 
expense in our consolidated sfatement of operations. Pior to adoption of Statement No. 123R, the mount  of expense 
associated with stock-based compensation was generally based on the vesting of the related stock options and stock 
appreciation rights and the market price of the underlying common stock. The expense reflected in our consolidated 
financial statements was based on the market price of the underlying common stock as of the date of the fmancial 
statements. 

In 2001, Ascent Media granted to certain of its ofticen and employees stock options (the “Ascent Media Options”) 
with exercise prices that were less than the market price of Ascent Media common slock on the date of gmnt. The Ascent 
Media Options became exercisable for Libeny shares in coonection with Liberty’s acquisition in 2003 of the Ascent 
Media shares that it did not already own. Prior to January 1,2006, we amortized the “in-the-money” value of these options 
aver the 5-year vesting period. Certain Ascent Media employees also hold options a d  stock appeciation rights granted 
by companies acquired by Ascent Media in the past several years and exchanged for Libeay options and SARs. Prior to 
January I ,  2006 we recorded compensation expense far the S A R s  based on the underlying stock price and vesting of such 
awards. 

On May 24, 2005, Liberty commenced an offer to purchase certain stock options and SARs held by eligible 
employees of Ascent Media The offer to purchase related to 1,173,028 options and SARs, and the aggregare offering 
price for such options and S A R s  was approximately $2.15 million. The offer to purchase expued at 900 p.m., Pacific 
time,onJune21,2005.Eligihleemployeestenderedoptionswithrespectto 1,121,673sharesofLiberly Series Acommon 
stock, and Liberty purchased such options for aggregate cash payments of approximately $2.14 million. In connection 
wilh these purchases, Ascent Media recorded 2005 compensation expense of $3,830,000, which included (I) the amount 
of the cash payments less any previously acmed cornpensation for the SARs, (2) the previously unamortized 
in-the-money value related to the Ascent Media Options and (3) ongoing amortization of the unexercised Ascent Media 
options. 

As of December 31, 2006, the total compeusation cost related to unvested equity awards was $1.1 million. Such 
9 

Restrucruriq Charges. On August 18,2006, Ascent Media announced that it intended to s u d n e  its stmclure 
into two global operating divisions - creative services group and network senices group - to better align Ascent 
Media’s organization with the company’s strategic goals and to respond to changes within the industry driven by 
technology and customer nquinmentr (the “2006 Resuuchlring”). The operations of the media management services 
group were realigned with the other two groups, which was completed in the fourth quarla of 2006. As a result of the 
realignment. Ascent Media recorded a resuucturing charge of $12,092,000 during the year ended December 31, 2006, 
primarily related to severance. These resuuchxing activities were primarily in the Corporate and other group in the United 
States and United Kingdom. 
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During the year ended December 31,2005, k e n 1  Media recorded a resmchlring charge of $4.1 12,000 related to 
the consolidation of certain operating facilities resulting in excess leased space, consolidation expenses and severance 
from reductions in headcount. Th~hese resmcruring activities were implemented to improve ongoing operating efficiencies 
and effectiveness primarily in the crealive services group in the U.K. There was no resmcnuing charge in 2004. 

Impoinnenf of Goodwill. As a result of the 2006 Restructuring and the declining financial pafomance of the 
media management services group. including ongoing operating losses driven by technology and customer requirement 
changes in the industry, the media management sewices group was tested for goodwill impainnent in the third quaner of 
2006. pior  to DHC‘s annual gccdwill valuation assessment of the entire company. DHC estimated the fair value of that 
reporting unit principally by using hading multiples of revenue and o p t i n g  cash flows of similar companies in the 
industry. This test resulted in a g m d w d  impairment loss for themedia management servicesgroup of $93,402,000, which 
represents the excess of the carrying value over the implied fair value of such goodwill. 

Share of Earnings of Discovery. Our share of earnings of Discovery i n c d  $23,778,000 or 29.8% in 20% and 
decreased $4,2Ol,oOO or 5.0% in 2005. The 2006 increase is due to Discovery’s higher operating income partially offset 
by higher interest expense and the change in minwity inkrests in consolidated snbsidiarjes. Discovery’s oet income 
decreased in 2005 a increaes in revenue and -rating income were more than offset by increases in interest expense and 
income tax expensc. 

For a more detailed discussion of Discovery’s results of operations, see ‘I- Management’s Discussion and Analysis 
of Financial Condition and Results of Operations of Discovery” 

lncorne Tares. For the year ended December 3 1,2006. we recorded income fax expense of $43,942,000, but had a 
loss before taxes of $2,068,000. The pre-tax loss resulted primarily from a 593.402.000 goodwill impairment charge 
recorded i~ the third quarter of 20%, for which wereceive no tax benefit. Our effective tax rate was 59.5% and 34.6% for 
tbe y e m  ended December 31, 2005 and 2004, respectively. While we were a subsidiary of Liberty, we calculated our 
defemd tax liabilities using Liberty’s blended weighted average state tax rate. Subsequent to OUT spin off, we assessed 
such rate in light of the fact that we are located primarily in California, which has a higher slate income tax rate than many 
of the other states in which Liberry does business, and we determined that our effective tax rate should be increased from 
39% to 39.55%. This increase resulted in additional deferred tax expense in 2005 of $15,263,000. Our income tax rate in 
2005 was higher than the federal income tax rate of 35% due to state and foreign tax expense. 

Nef Enrnings(Loss). Werecorded net earnings (loss) of ($46,010.000), 933,276,000and $66,108.000fortheyearrs 
ended December 31, 2006, 2005 and 2034, respectively. The change between each of these years is discussed in the 
aforementioned fluctuations in revenue and expenses. 

Liquidity and Capital Resources 

For die year ended December 31, 2006, our primary uses of cash were capital expenditures ($77,541,000) and 
acquisitions ($46,793,033). We funded these inverting activities with cash from operating activities of 973,633,000 and 
with our available cash. Of the foregoing 2006 capital expenditures, $20,316,000relates to the buildout of Ascent Media‘s 
existing facilities for customer specific conwacts. The remainder of our capital expendimes relates to purchases of new 
equipment and the upgrade of existing facilities and equipment. For the foreseeable future. we expect to have sufficient 
available cash balances and net cash from operating activities to meet OUT working capital needs and capital expenditure 
requirements. We intend to seek external equity or debt fmancing in the event any new investment opportunities, 
additional capital expenditures or our operations require additional funds, but there can be no assurance that we will be 
able to obtain equity M debt financing on terms that are acceptable to US. 

In 2007, A.xent Media and AccentHealth expect to spend approximately $60,000,000 for capital expenditures, 

Our ability to serk additional sources of funding depends on OUT future fmancial position and results of operations, 
which, to a certain extent, are subject to general conditions in or affecting our industry and OUT NStome6 and to general 
economic, political, financial. competitive, legislative and regulatory fact- beyond our control. 

We do not have access to the cash Discovery generates from its operations, unless Discovery pays a dividend on its 
capital stock or otherwise dishbutes cash to i u  stockholders. Historically, Dimvery has not paid any dividends on ill 
capital stock and we do not have sufficient voting control to c a s e  Discovery to pay dividends 01 make other payments or 
advances to US. 
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Off-Balance Sheet Arrangements and Contractual Obligations 

lnfomtion concerning the amount and timing of required payments under our contractnal obligations at Decem- 
ber 31. 2006 is summarized below: 

- PmyrnemL. dur by priod 
k s  than me. 5 

1 y a r  1-3yesrs yenrr Total 

Operating leases . . . . . $32,058 56,801 44,026 59,144 192.029 
- 6,100 - - 6.100 other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . ... . . . .. $32,058 62,901 44,026 59,144 198,129 ‘Total conmctnal obligations 

We have contingent liabilities related to legal proceedings and other maucr~ arising in the ordinary course of 
business. Although it is reasonably possible we may incur losses upon conclusion of such maners, an estimate of any loss 
or range of loss cannot be made. In the opinion of management, it is expected that amounts, if any. which may be required 
to satisfy such contingencies will not be material in relation to the accompanying consolidated fmancial statements. 

Recent Accounting Pronouncements 

The Fmancial Accounting Standards Board (“FASB) bas issued interpretation No. 46, ‘Accounting for Uncerfamty 
in Income Taxes -An Interpretation of FASB Statement No. 109” (‘‘lTi-4 4 0 ,  regadng accounting for. and disclosure 
of, uncertain tax positions. FIN 48 clarifies the accounting for uncertainty in income taxes remgnized in an enterprise’s 
fmancial statements in accordance with FASB Statement No, 109, “Accounting for Income Taxes.” FIN 48 prescribes a 
recognition threshold and measuxement attribute for the fmancial statement recognition and measurement of a tax 
position Wen or expected to be laken in a tax return. FIN 48 also provides guidance on derecognition, classification, 
interest and penalties, accounting for interim periods. disclosure and transition. FIN 48 is effective for fiscal years 
beginning after December 15,2006. We are i n  the process of evaluating thc potential impact of the adoption of FIN 48 on 
our cnnsolidated balance sheet and statements of operations and comprehensive earnings (loss), and do not believe this 
adoption will have a material impact. 

Critical Accounting Estimates 

- _ _  
smovolr in tboospod. 

- - - _ _ _ _  
_ _ _ _ _ _ - _ _  

Vnluotion of Long-lived Assers and Amortizable Other Intangible Assets. We perform impairment tests for our 
long-lived assets if an event or circumstance indicates that the carrying amount of OUT long-lived assets may not be 
recoverable. In response to changes in industry and market conditions, we may also shategically realign ourresour-s and 
consider resmchuing. disposing of, or otherwise exiting businesses. Such activities could result in impairment of our 
long-lived assets or other intangible assets. We are subject to the possibility of impairment of long-lived assets d i n g  in 
the ordinary course of business. We regularly consider the likelihood of impairment and recognize impairment if the 
carrying amount of a long-lived asset or intangible asset is not recoverable from its undiscounted cash flows in accordance 
with SFAS No. 144, “Accounting for Impairment or Disposal of Long-Lived Assels”. Impaimen1 is measured as the 
difference behveen the carrying amount and the fair value of the asset. We use both the income approach and market 
appmach to estimate fair value. Our estimates of fair value are subject to a high degree of judgment. Accordingly. any 
value ultimately derived from OUT long-lived assets may differ from our estimate of fair value. 

We assess the impairment of goodwill 
annually and whenever events or changes in circumstances indicate that the carrying value may not be recoverable. 
Factors we consider important which could uigger an impairment review include significant underperformance to 
historical 01 projected future operating results, substantial changes in our strategy or the manner of use of our assets, and 
significant negative industry or economic @ends. Fair value of each reporting unit is determined through the use of an 

value. 

Valuarion of Goodwill nnd Nondrnortizable Other Zntngible Assers. 

all 

Valuation of Trode Receivables. We must make estimates of the collectibility of OUT trade receivables. Our 
management analyzes the collectibilily bassd on historical bad debts, customer concentrations, customer credit-wor- 
thiness, cwent  economic trends and changes in our customer payment terms. We record an allowance for doubtful 
accounts based upon specifically identified receivables that we believe are uncollectible. In addition, we also record an 
amount based upon a percentage of each aged category of our wade receivables. n e s e  percentages are estimated based 
upon OUT historical experience of bad debts. Our trade receivables balance was $156,481,000, net of allowance for 
doubtful accouots of $9,045,M)o, as of December 31. 2006. 
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Valuation of Deferred Tar Arrerr. In accordance with SFAS No. 109, -Accounting for Income Taxes”, we review 
the n a m e  of each component of OUT deferred income trues for reasonableness. We have determined that it is more IJkely 
than not that we will not realize the tax benefits associated with certain cumulative net operating loss carry fonumds and 
impairment resemcs. and as such, we have established a valuation allowance of $96,223,000 and 593.235.000 as of 
December 31, 2006 and 2005, respectively 

Discovery 

We hold a 50% ownership interest io Dixovery and account for lhis invesment using the equity method of 
accounting. Accordingly, in OUT fmanclal atatemen& we word ow share of Discovery’s n e  income or loss available lo 
common shareholders and reflect this activity in one line item in the statement of operations as “Share of earnings of 
Discovery,” The following fmancial infomntion of Discovery fM the years ended December 3 1,2M)6,2005 and 2004 and 
related discussion is presented to provide the reader with additional analysis of the Operating results and financial position 
of Discovery. Because we do not control the decision-making process or business management practices of Discovery, we 
rely on Discovery to provide us with fmancial information prepared in accordance with GAAP that we use in the 
application of the equity method. Ihe information included in this section should be read in conjunction with the audited 
financial statements of Discovery for &e year ended December 31, 7.006 included elsewhere herein. ’ b e  following 
discussion and analysis of Discovery’s operations and fmancial position has been prepared based on information thal we 
receive from Discovery and represents OUT views and understanding of their operating performance and f m i a l  position 
based on such information. Discovery is not a separately traded public company, and we do not have the ability to cause 
Discovery’s management to prepare their own management’s discussion and analysis for ow purposes. Accordingly, we 
note that the material presented in lhis section might be different if Discovery’s management had prepared it. 

The following discussion of Discovery’sresults of operations is presented on a consolidated basis. In order to provide 
a better undersfanding of Discovery’s operations, we have also included a summarized prerentation of revenue and 
operating cash flow of Discovery’s three operating groups: Discovery networks US., or US. networks, Discovery 
networks intonational, or international networks, and Discovery commerce, education & other. 

The US. networks is Discovery’s largest division. It owns and operates 12 cable and satellite channels and provides 
distribution and advertising sales services for BBC America and disaibution services for BBC World News. International 
nehvorks manages a portfolio of channels, led by the Discovery Channel and Animal Planet brands, that is distributed in 
virtually every pay-television market in the world via an infrasrmcme that includes major operational centers in London, 
Singapore, New Delhi and Mami. Discovery commerce, education & other includes Discovery’s retail chain store 
operations and other direct consumer marketing activities, as well as Discovery education, which manages Discovery's 
distribution of education content to schools and consumers. 
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Consolidated Results of Discovery 

Y-rs roded Deumber 31 

PrnO.nILI in t b O V . l o d .  
2004 7.c4l5 - m 

Revenue 
$ 1,243,500 1,187,823 1,133.807 

Othcr . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  334,587 285.245 255,177 
Total revenue . . . . . .  .... 3,012,988 2,671.754 2,365.346 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,434,901 1,198.6M 976.362 

ExpUSes 

Cost of revenue . . ..................... (1,120,377) (979,765) (846,316) 
SG&A expense. . . .  . . . . . . . . . .  ..... (1.170.187) (1,005,351) (856.340) 

Operating cash flow ...................... 722,424 686,638 662,690 

Expenses arising from long-term incentive plans . . . . . .  (39,233) (49,465) (71,515) 
Depreciation & amortization. . . . . . . . . . . . . . . . . . . . .  . . . . . . . . .  (133,634) (123,209) (129,011) 

operating income..  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  549,557 513,964 484,171 

Intcr.xt expense, net.  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . .  (194,227) (184,575) (167,420) 
Realized and unrealized gains from derivative insmments, net. . . . . . . . . .  22,558 22,499 45.540 
Minority interests in consolidated subsidianes . . . . . . . . . . . . . . . . . . . . . .  (2.451) (43,696) (54,940) 
Other . . . . . . . . . . . . . . . . . . .  . . .  8.527 13,771 2,470 

Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  383.964 321,963 309,821 
Income tax expense . . ..................... (176,788) (162,343) (141,799) 

Net income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 207,176 159,620 168.022 

. . . . . .  

Gain on sale of patents . . . .  . . . . . . . . . . . . . . . . . . . . . . . .  - - 22.007 

0th- Income (Expense) 

Rusiness Segment Results of Discovery 

Revenue 
. . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . .  51,926,160 1,743.358 1,599.678 

International networks. 879,074 738,094 596,450 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Discovev commerce, education & other . . . . . . . . . . . . . . . . . .  207,734 190,302 169.218 

. . . . . .  ........................ $3,012,988 2,671.754 2.365.346 

U.S. networks ......................... . . . .  S 727,469 643,366 597.922 

Discovery commerce, education & other . . . . . . . . . .  

-- Total revenue 

Operating Cash Flow 

International networlts 116,446 107,096 101,875 ........................ 
(121,491) (63.824) (37,107) 

. . . . .  =- Tolat o p a t i n g  can ~low.  

Note: Discovery commerce, education & other includes intercompany eliminations. Certain prior period amounts have 
been reclassified to conform to rhe current period presentation. 

Revenue. Discovery's consolidated revenue increased 13% for each of the years ended Defembe~ 31, 2006 and 
2005 as compared to the corresponding prior year. Increased revenue was primarily due to increases of 20% and 23% in 
distribution revenue for 2006 and 2005, respectively, as well as an increase of 5% in advertising revenue for each of the 
same periodr;. other revenue increased 17% and 12% for 2Dwj and 2005. 
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in the lifestyles category internationally, panicularly in Eumpe. These increases were offset partially by a net aggregate 
benefit of approximately $ I  1 million related to reductions in estimates for music rights accruals. 

SG&A Eqenser.  SG&A expenses increased 16% and 17% during the years ended December 31.2006 and 2035. 
respectively. As a percent of revenue. SG&A expense was 39%. 36% and 36% for the years ended December 31,2036, 
2005 and 2004, respectively. During 2006. SG&A expenses inneased $32,535,000, $67,275,000 and $50,817,000 in the 
U.S. networks, international networks and education groups, respectively. SG&A expense within the commerce group 
w a  relatively consistent with the prior year period. In US. networks, the increase is primarily due to a $33,312.000 or 
20% increase in personnel expense resulting from compensation increases combined with inmased headcount from 
acquisitions. In international oetworks, the increase is primarily due to a $38,202.000 or 32% increase in personnel 
expense, resulting from infrastructure expansions in Europe and Asia which increased headcount and office locations, a 
$5,SS8,000 or 7% increase in marketing expense resulting from marketing campaigns in Europe and Asii for the launch of 
new channels and a $16,920,000 or 16% increase in general and adminismtive expenses to support the growth of the 
business, coupled with the effects of foreign curreocy exchange rates. As a percent of revenue, international SG&A 
expense was consistent aI 43% for both of the y m  ended December 31, 2006 and 2005. In the education group, the 
increase is primarily due to (i) a $23,539,000 or 96% increase in personnel expense, resulting primarily from a full year of 
salary expense for headcount hired in 2005 and (ii) a $19,142.000 or 174% increase in markcting expense resulting mainly 
from Discovery's investment in Cosmeo, a new consumer homework help service. In 2007, Discovery implemented cost 
cuning measures in its education group which should reduce personnel expense for that group in comparison to 2006. 

Within the different business segments during 2005, SG&A expense d e a d  2% at the US. networks and 
increased 34% and 65% at the international nehvorks and Discovery commerce, education and other, respectively. n e  
increase at the international networks was caused by a $27,872.000 increase in personnel expense resulting from adding 
headcount as the business expands. particularly in the U.K. and Europe combined with a $27,124,000 increase in 
marketing expenx associated with branding and awareness efforts related to the lifestyles category initiative. 'Ibe 
increase at Discovery commerce. education and other is comprised of a $34,329,000 increase primarily resulting from 
acquisitions and organic growth in Discovery's education business. 

Expenses Arisingfiohonn Long-term Incentive Plans. Expenses arising from long-tern incentive plans are related to 
Discovery's unit-baed, long-term incentive plans, or LTIP, for its employees who meet certain eligibility criteria Units 
arc awarded io eligible employees and vest at a rate of 25% per year. In August 2005, Discovery discontinued one of its 
LTIPs and settled all aimunts with cash. Discovery established a new LTIP in October 2005 (the "2005 LTIP Plan") for 
certain eligible employees pursuant to which panicipants in Discovery's remaining plan could elect to (1) continue in such 
plan or (2) redeem vested units and convert partially vested units to the 2005 LTIP Plan. Substantially all participants in 
the remaining plan redeemed their vested units and received partially vested units in the 2005 LTIP Plan. Cert;Un eligible 
employees were also granted new units in the 2005 LTIP Plan. The value of units in the 2005 LTIP Plan is indexed to the 
value of DHC Series A common stock, and upon redemption, participants receive a cash payment based on the change in 
market price of DHC Series A common stock. Under the old plans, upon exercise, panicipants received a cash payment 
for the increase in value of the units from the unit value on the date of issuance determined hy the year over y e a  change in 
Discovery's aggregate equity value, using a consistent methodology. The change in unit value of LTIP awards outstanding 
is recorded as compensation expense over the period outstanding. Compensation expense aggregated $39,233,000 and 
$49,465,000 for the years ended December 31, 20% and 2005, respectively. ' h e  decrease is primarily the result of the 
change in unit value determination for the 2005 LTIP Plan units. If the remaining vested LTIP awards at December 31. 
2006 were redeemed. the aggregate cash payments by Discovery would be appmximately $36,650,000. 

Depreciation and Amortization Ihe increase in depreciation and armmization for the y e a  ended December 31, 
2006 is due to an increase in new assets placed in service combined with acquisition activity occurring during 2006. The 
decrease in depreciation and monkation for the year ended December 31, 2005 is due to intangibles becornkg h l l y  
amoniced and a decrease in the depreciable asset base resulting from a reduction in the number of retail s t m s ,  offsel by 
new assets placed in service during 2005. 

- ~~ 

Gain on Sale of Patents. In 2004, Discovery recorded a gain on the sale of certain of its television technology 
patents. The $22 million gain represents the sale price less the costs incurred to sell the patents. n e  cost of developing the 
technology had been expensed in prior years to SG&A expense. Discovery does not expect a significant amount of income 
from patent sales in the future. 

Other Income and Expense 

Interest Erpmse. The increase in interest expense during the years ended December 31,2006 and 2005 is Primarily 
due to higher levels of outstanding debt in both y m  combined with increases in interest rates during those ~ o d s .  
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Unrealized Gainsfrom Derivative Instruments, net. Unrealired gains from derivative transactions relate. primarily. 
to DiscoveIy’s use of derivative instruments to modify its exposure to interest rate fluctuations on its debt. These 
instmments “dude a combination of swaps, caps, collars and other suuctnred insuuments. As a result of unrealized mark 
to market adjustments, Discovery recognized $10,352,000, $29,109,000 and $44,44,060,000 in unrealized gains on these 
instmments during the years ended December 31, 2006, 2005 and 2004, respeftively. The foreign exchange hedging 
instmments used by Discovq are spot, forward and option contracts. Additionally, Discovery enrm into nondesignated 
fonvard contracts to hedge nondollar denominated cash flows and foreign cwency balances. 

Minoriry Innrerests in Consolidanred Subsidiaries. Minority interest represents increases and decreases in the 
estimated redemption value of mandatorily redeemable interests in subsidiaries which are initially recorded at fair value. 

Other income in 2006 relates primarily to Discovery’s equity share of eamings on their joint venfures. Other Other 
income in 2005 relates primarily to the gain on sale of one of Discovery’s inveshnents. 

Income Tares. Dkcovery’s effective tax rate was 468, 5W and 46% for 2M)6, 2005 and 2004. respectively. 
Discovery’s effective m rate differed from the federal income tax rate of 35% primarily due to foreign and state axes. 

Liquidity & Capital Resources 

Discovery generated $479,911,000, $68,693,000 and $124,704,000 of cash from operations during the years ended 
December 31, 2006, 2005 and 2004, respectively. Discovery’s payments under its long-term incentive plans were 
$841,000. $325,756,000 and 5240,752,000 for each of the same periods, respectively, driving a significant use of cash in 
2M)5 and 2004. For a further discussion of Discovery’s LTIP, please see Note 14 to the Discovery consolidated financial 
statements. 

One of Discovery’s primary investing activities in 2006,2005 and 2004 was payments of $ISO,000,000, $92,874,000 
and $14S,88O,ooO, respectively, IO acquire mandatorily redeemable securities related to minority interesIs io certain 
consolidated subsidiaries. In 2006, $100,000,000 and $8O,ooO,000 was paid for the New York T i e s  and the British 
Broadcasting Corporation mandatorily redeemable securities, respectively. Discovery also spent $90,138,000, 
$99,684,000 and $88,100,000 on capital expendims h i n g  the years ended December 31, 2006, 2005 and 2004, 
respectively. During the same pniods, Discovery paid $194,905,000. $400,000 and $17,218,000 for busimess acquisi- 
tions, net of cash acquired. 

In addition to cash provided by operatioos, Discovery funds its activities with proceeds borrowed under various debt 
facilities, including a term loan, two revolving loan facilities and various senior notes payable. During the year ended 
December 31, 2006, net incremental borrowings under debt facilities aggregated approximately $16,813,000. Total 
commitments of these facilities were $4,059,000,000 at December 31, 2006. Debt outstanding on these facilities 
aggregated $2,607,000,000 at December 31, 2006, providing excess debt availabilay of $1,452,000,000. Discovery’s 
ability to borrow the unused capacity is dependent on its continuing compliance with its covenah  at the time of, and after 
giving effect to, a requested borrowing. 

All term and revolving loans and senior notes are unsecured. n e  debt facilities contain covenants that require 
Discovery to meet c d a i n  financial ratios and place restrictions on the payment of dividends, sale of assets, additional 
borrowings, mergers, and purchases of capital stock, assets and investments. Discovery has indicated it is in compliance 
with all debt covenants at December 31, 2006. 

In 2007, Discovery expects to spend approximately b- 1 .  L 
interest expense. Payments to satisfy LTIP obligations are not expected to be significant in 2007. Discovery believes Ihal 
its cash flow from operations and borrowings available under its credit facilities will be sufficient to fund its working 
capital requirements. 

Contractual Obligations. Discovery has agreements c o v e k g  leases of satellite transponders, facilities and 
equiprnenr These agreements expire at various dates through 2020. Discovery is obligated to license p m g r m i n g  
under agreements with content suppliers that expire over various dates. Discovery also has other conwctual commitments 
msing in the ardlnary course of business. 
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